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THIRD QUARTER 2023 REVIEW AND OUTLOOK

3Q23 RETURN YTD23 RETURN
S&P 500® Index -3.27 14.37
Dow Jones Industrial Average -2.10 3.09
NASDAQ Composite Index -3.94 29.68
Russell 2000® Index -5.13 0.89
VIX Volatility Index 28.92 -18.32
Barclays U.S. Aggregate Bond Index -3.23 -2.36
10-Year U.S. Treasury Yield 19.95 17.78
Baltic Dry Index — Spot (Ocean Cargo Shipping Rate) 55.91 14.37
Gold (per ounce) — NY Spot -3.72 3.09
Oil (per barrel — West Texas intermediate) 28.46 29.68
Bitcoin -10.05 0.89

Source: FactSet Research Systems, Inc. Data reflects percentage change over the period, unless otherwise noted.

Regime Change. The S&P 500® Index fell by about 3% in the third quarter. Most other American stock indices fared
similarly. This came after a ripping first half which saw the S&P 500® gain 16%. Often, when there’s an abrupt about-
face in markets, analysts struggle to craft narratives that explain these turns. But no tortured narrative has been
needed to explain this shift. The market’s recent swoon, which began late in the third quarter, can be traced directly
to a sharp jump in U.S. interest rates (see graph). But why have rates, especially long rates, jumped so much — over
60 basis points (0.63%) — just in a few weeks? At this writing, the 10-year Treasury bond yield stands at 4.7%, its
highest level in 16 years. The long bond’s rate began moving up sharply exactly when the Federal Reserve Bank last
met (Sep. 19-20) to review the funds rate. Though the Fed decided not to raise rates (currently at 5.25-5.50%), the
bank made clear its intention to hold rates “higher for longer”. And the view of Fed rate makers — expressed in their
so-called “dot plot” — was to raise their consensus estimate of the funds rate by 50 basis points (0.5%) in both ‘24 and
‘25.

One dawning concern is the federal deficit, which
continues to grow. The non-partisan Congressional
/ Budget Office (CBO) pegs the deficit at $1.5 trillion
this year, or 5.9% of GDP, one of its highest ratios
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14% of budget receipts, a line that fiscal experts
have warned against crossing. The CBO states that
N the federal deficit will grow both absolutely and as a
\\Mw\! ratio of GDP over the next ten years, to $2.9 trillion,
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may be needed to induce long-term bond investors

to close this deficit, though we believe it’s unlikely

that the U.S. will rely wholly on borrowings to
R finance the deficit. But Congressional dysfunction
A s . does nothing to inspire observers that this (or other)
problems will be resolved satisfactorily or soon.
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Whatever It Takes. Another reason for the rate jump has been the Fed’s “whatever-it-takes” policy of fighting inflation
by raising the short-term (federal funds) interest rate sharply and quickly. As Fed Chair Jerome Powell made clear (yet
again) in his September 20 press conference, the Fed is playing the long game: expect no letup in rates soon. This is
an about-face from the Fed of 2018-2022. Back then, the central bank applied monetary medicine — cheap money,
and lots of it — to an often-ailing economy. The Fed kept rates incredibly low for exceptionally long by aggressively
buying Treasury debt. This quantitative easing (QE) saw the Fed balloon its balance sheet by $5 triflion from 2008 to
2022. Because of QE, interest rates trended sharply lower at that time. In 2020, for example, the 10-year Treasury
bond yielded under 1%. This may have been needed to nurse the economy back to health after the shocks of the
banking crisis of 2008/2009 and the COVID-19 pandemic of 2020-2022. In retrospect, though, we make two
observations: (1) the Fed overstayed its love affair with cheap money, contributing to the price inflation of 2022-
present; and (2) cheap money played a key supporting role in some epic market fails: IPOs of enterprises with no
clear path to profitability and, more damaging, investors’ purchases of long-duration/low coupon bonds and stocks
which have fallen since the era of easy money ended.

Regime Change: Investment Implications. So, that was then (easy money/investment promiscuity), and this is now
(tight money/investment discipline). For most of the last decade, the acronym TINA — “there is no alternative” (to
equities) — rang true in investors’ ears. The reasoning then was that it made little sense to invest in low yielding
bonds when high quality common shares, which frequently raise dividends, yielded 1-3 percentage points more than
bonds. But that situation has flipped; for the first time in years risk-free Treasuries are viable alternatives to stocks.
The S&P 500° Index today yields 1.6%, well under the yields of both 1-year bills (5.4%) and 10-year Treasuries (4.7%).

Long-Tailed Risk — Not Just a Problem for Bonds. Because interest rates on risk-free bonds have moved up so
much, equity investors now confront a more demanding “hurdle rate” for stocks: Does a company’s return on
invested capital (ROIC) plus a premium for its riskiness exceed the risk-free return of a Treasury? In the old days —
pre-tightening — equity investors could smoothly step over that hurdle. But that’s not as easily done today. The
problem with long-duration assets — both stocks and bonds — is that so much of their promised returns lie so far into
the future that even small rate increases produce disproportionately heavy hits to their present values. With little
current cash flow to support their lofty valuations, high- (or infinite-) price/earnings stocks have been the first
casualties to be carried off the investment battlefield.

But Wait — It’'s More Nuanced Than That. So, with what we’ve observed, one might think that a portfolio of “deep
value” low p/e stocks might be just the ticket to surviving — even prospering — in today’s new investment regime. But
that could be a terrible mistake. Ultilities, a traditionally go-to sector for the risk-averse, has been the worst
performing major market sector of 2023 (the XLU exchange traded fund of utility shares is down by 16% YTD). The
group’s 3.7% yield cannot compete with the 10-year Treasury’s yield of 4.7%. Also, public utilities are among the
slowest growing companies in America. They raise their dividends slowly and by not much when they do. Further,
their elevated levels of debt make them vulnerable in a rising interest rate environment. Much the same might be
said about real estate investment trusts (REITs): cheap stocks for good reasons.

Another mistaken notion would have been selling technology shares thinking that their high p/e’s equal high
downside risk in a rising rate environment. But even with their high price/earnings multiples, tech shares have been
one of the two best-performing S&P sectors of 2023 (the XLK exchange traded fund has gained 36% YTD). Why?
Because: 1) the giants of tech enjoy high growth and high ROICs; 2) they generate outsized free cash flows; and 3)
their products and services offer practical solutions to every customer’s dream of improving the productivity of their
labor and capital.

What We Expect Now. Here are our key expectations through year-end. We expect the yield curve to continue to
normalize (short rates flat or lower with long rates rising); that would be a welcome development for lenders and for
lending activity. The Fed could effect this just by declaring it will not raise the federal funds rate for a time (a “pause
for evaluation” perhaps?). And the long rate will rise if Treasury focuses its periodic bond sales on longer maturities.
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The consumer — nearly 70% of GDP — seems in good health: payrolls are growing steadily (over 300,000 new jobs
added in September) as are wages, and consumer inflation is falling. And after struggling so hard to attract, train, and
retain workers, employers are not likely to drop them at the slightest tremor of economic concern. High mortgage
rates (7.5% for a conventional 30-year residential mortgage) do not seem yet to have dented the residential property
market. Finally, government and private investment seems likely to grow steadily. Last year, Congress allocated
over a trillion dollars to improve infrastructure and build out a “clean” energy grid. Little of those funds have been
spent to date but should begin to work into the construction pipeline in 2024 and beyond.

As for equities, we are generally constructive on the American stock market. We do think too much of the market’s
value is tied up in just six or seven tech-focused names, but that we will see a gradual widening out of the market’s
value distribution among a greater number of companies and sectors. As far as bonds go, we like short-
duration/high-coupon issues — we think it's hard to beat Treasury bills at this time: safety, high yield, limited duration
risk, and freedom from state and local taxes make +5% Treasury bill yields good alternatives to lower yielding, slow
growing equities in sectors like utilities and REITs.

Thank you for allowing us to manage your investments. We aim to reward your faith in us with creativity, diligence,
and good results.

Sincerely,
Palisade Capital Management
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IMPORTANT INFORMATION

The information contained herein reflects the view of Palisade Capital Management, LP and its affiliates (collectively, “Palisade” or the “Firm”) as of the date of publication.
These views are subject to change without notice at any time subsequent to the date of issue. All information provided in this letter is for information purposes only and
should not be deemed as investment advice or a recommendation to purchase or sell any specific security.

Certain information contained herein has been obtained from third party sources and such information has not been independently verified by Palisade Capital
Management, LP. No representation, warranty, or undertaking, expressed or implied, is given to the accuracy or completeness of such information by Palisade Capital
Management, LP, or any other person. While such sources are believed to be reliable, Palisade Capital Management, LP does not assume any responsibility for the
accuracy or completeness of such information. Palisade Capital Management, LP does not undertake any obligation to update the information contained herein as of any
future date.

Certain information contained in this letter constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as “may,”
“will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or other variations thereon or comparable
terminology. Due to various risks and uncertainties, actual events, results, or the actual performance of investments may differ materially from those reflected or
contemplated in such forward-looking statements. Nothing herein may be relied upon as a guarantee, promise, assurance, or a representation as to the future.

The S&P 500€ Index is an unmanaged index that is widely recognized as an indicator of general market performance, based on the market capitalizations of 500 large
companies having common stocks listed on the NYSE or NASDAQ. The S&P 500€ Index does not have a defined investment objective, nor does it charge fees and
expenses.

The Dow Jones Industrial Average (The Dow), is a price-weighted measure of 30 U.S. blue-chip companies. The index covers all industries except transportation and
utilities.

The NASDAQ Composite Index measures all NASDAQ domestic and international based common type stocks listed on The NASDAQ Stock market.

The Russell 2000® Index (the "Index") measures the performance of the small-cap segment of the U.S. equity universe. It consists of approximately 2,000 of the smallest
securities based on a combination of their market cap and current index membership. Source: London Stock Exchange Group plc and its group undertakings (collectively,
the “LSE Group”). © LSE Group 2023. FTSE Russell is a trading name of certain of the LSE Group companies. Russell® is a trade mark(s) of the relevant LSE Group
companies and is used by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which
owns the index or the data. Neither LSE Group, nor its licensors, accept any liability for any errors or omissions in the indexes or data and no party may rely on any
indexes or data contained in this communication. No further distribution of data from the LSE Group is permitted without the relevant LSE Group company's express
written consent. The LSE Group does not promote, sponsor, or endorse the content of this communication.

VIXis the ticker symbol for the Chicago Board Options Exchange (CBOE) Volatility Index, which shows the market's expectation of 30-day volatility. It is constructed using
the implied volatilities of a wide range of S&P 500® Index options.

The Bloomberg Barclays U.S. Aggregate Bond Index covers the USD-denominated, investment-grade, fixed-rate, taxable bond market of SEC-registered securities.

The Baltic Dry Index (BDI), is issued daily by the London-based Baltic Exchange. The BDI is a composite of the Capesize, Panamax, and Supramax Timecharter Averages.
It is reported around the world as a proxy for dry bulk shipping stocks, as well as a general shipping market bellwether.

West Texas Intermediate (WTI) is a grade of crude oil used as a benchmark in oil pricing and is the underlying commodity of the New York Mercantile Exchange’s oil
futures contracts.

This information is confidential and for the use of the intended recipients only. It may not be reproduced, redistributed, or copied in whole or in part for any purpose
without prior written consent. This document is not intended for distribution to, or use by, any party in any jurisdiction where such distribution or use would be contrary to
local law or regulation. Certain information included in this document has been obtained from third-party sources believed to be reliable. No assurances can be given that
such information is accurate.

Investing in securities involves risk, including the risk the entire amount invested may be lost. Securities investments are not guaranteed. Palisade’s valuation predictions
may not be correct and/or achieved within the anticipated time frame. Fixed income securities are generally subject to interest rate risks. The risk is greater for long-term
securities than for short-term securities. A risk in a long-term purchase strategy is that Palisade may not take advantage of short-term gains that could be profitable.
Moreover, if Palisade’s predictions are incorrect, a security may decline sharply in value before being sold. Conversely, a risk in a short-term purchase strategy is that
Palisade may incorrectly predict the performance of a security over a short period of time, and we may not take advantage of long-term gains that could be profitable.
Equity and equity-linked securities fluctuate in value in response to many factors, including the activities and financial condition of individual companies, the business
market in which individual companies compete, industry market conditions, interest rates, and general economic environments. REITS are affected by underlying real
estate values, which may have an exaggerated effect to the extent those REITs concentrate investments in particular geographic regions or property types. A company
issuing convertible securities may default. Palisade’s portfolios are susceptible to operational, information security, and related risks from cyber security incidents resulting
from deliberate attacks or unintentional events.

Palisade is an SEC registered investment management firm established in 1995. Based in Fort Lee, NJ, the Firm manages a variety of assets for a diversified client base,
including institutions, foundations, endowments, pension and profit-sharing plans, retirement plans, mutual funds, private limited partnerships, family offices, and high net
worth individuals. Registration with the Securities and Exchange Commission does not imply a certain level of skill or expertise.

Past performance is not a guarantee of future results.

Please note, each client account has different characteristics and other accounts with the same strategy may have materially different results. The actual characteristics of
any particular account will vary based on a number of factors including, but not limited to (i) the size of the account; (i) the timing of investment; (iii) investment restrictions
applicable to the account, if any; and (iv) market exigencies at the time of investment.
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